AIRPORT 

COMMISSION: 


DOCUMENTS  DEPT. 
FEB  - 4 2005 

SAN  FRANCISCO 
PUBLIC  LIBRARY 


Concession  Audit  of  American 
Airlines,  Inc. 


Financial  Audits 
Division 


! 


February  1,  2005 
03041 


CITY  AND  COUNTY  OF  SAN  FRANCISCO 


OFFICE  OF  THE  CONTROLLER 
FINANCIAL  AUDITS  DIVISION 


Ed  Harrington 


Controller 


Monique  Zmuda 
Deputy  Controller 


February  1,  2005 


Audit  Number  03041 


San  Francisco  Airport  Commission 
P.  O.  Box  8097 

San  Francisco  International  Airport 
San  Francisco,  CA  94128 

President  and  Members: 

The  Office  of  the  Controller  presents  its  report  concerning  the  audit  of  American  Airlines, 
Inc.  American  Airlines  has  a lease  and  use  agreement  with  the  Airport  Commission  of  the 
City  and  County  of  San  Francisco  to  use  the  landing  facilities  at  the  San  Francisco 
International  Airport  for  its  air  transportation  business. 

Reporting  Period:  January  1,  2001,  through  December  31,  2003 

Landing  Fees  Paid:  $28,087,487 


Although  American  Airlines  correctly  paid  most  of  its  landing  fees  to  the  Airport 
Department,  it  made  minor  errors  in  paying  some  landing  fees.  Specifically  American 
Airlines  incorrectly  reported  some  non-revenue  aircraft  landings,  for  which  landing  fees 
were  not  due,  as  revenue  aircraft  landings.  American  Airlines  also  reported  erroneous 
maximum  landing  weights  for  some  aircraft,  and  it  made  an  error  in  reporting  landings  for 
one  month.  In  addition,  the  Airport  Department  made  some  errors  in  billing  American 
Airlines.  Consequently,  American  Airlines  overpaid  its  landing  fees  by  $24,521. 

American  Airlines’  response  is  attached  to  this  report.  The  Controller’s  Financial  Audits 
Division  will  be  working  with  the  Airport  Department  to  follow  up  on  the  status  of  the 
recommendations  made  in  this  report. 


Results: 


Respectfully  submitted, 


Noriaki  Hirasuna 
Director 


City  Hall  • 1 Dr.  Carlton  B.  Goodlett  Place  • Room  388  • San  Francisco  CA  94102-4694 


FAX  415-554-7664 


3 1223  07661  7670 


INTRODUCTION 


BACKGROUND 

American  Airlines,  Inc.  has  a lease  and  use  agreement  with 
the  Airport  Commission  (commission)  of  the  City  and 
County  of  San  Francisco  to  use  the  landing  facilities  at  San 
Francisco  International  Airport  (SFO)  for  American  Airlines’  air 
transportation  business.  American  Airlines  entered  this  30-year 
agreement  on  July  1,  1981 . This  agreement  requires  American 
Airlines  to  submit  to  the  Airport  Department  (Airport)  a monthly 
report  showing  American  Airlines’  revenue  aircraft  landings. 
According  to  the  agreement,  revenue  aircraft  landings  are  those 
aircraft  arrivals  for  which  the  airline  receives  a monetary  fee.  The 
agreement  also  requires  that  American  Airlines  submit  to  the 
Airport  monthly  reports  that  categorize  the  revenue  landings  by 
type  of  aircraft  and  according  to  other  data  necessary  to  calculate 
the  landing  fees. 

The  Airport  charges  American  Airlines  a landing  fee  based  on  the 
maximum  landing  weight  of  aircraft  making  revenue  landings  at 
SFO.  The  landing  fees  paid  by  each  airline  help  pay  for  the 
operations  of  SFO.  For  every  1,000  pounds  of  aircraft  that  lands, 
the  commission  sets  a fee  that  it  may  change  annually.  For  the 
period  we  reviewed,  the  commission  set  a fee  of  $1 .985  for  fiscal 
year  2000-01,  $3,847  for  fiscal  year  2001-02,  $3,986  for  fiscal  year 
2002-03,  and  $3,930  for  fiscal  year  2003-04. 


SCOPE  AND  METHODOLOGY 

The  purpose  of  our  audit  was  to  determine  whether  American 
Airlines  complied  from  January  2001  through  December  2003  with 
the  reporting  and  payment  provisions  of  its  agreement  with  the 
commission. 

To  conduct  the  audit,  we  reviewed  the  applicable  terms  of  the 
agreement  and  the  adequacy  of  American  Airlines’  procedures  for 
recording,  summarizing,  and  reporting  revenue  aircraft  landings. 
We  tested  a sample  of  American  Airlines’  landing  records  that 
occurred  between  January  1,  2001,  through  December  31,  2003,  to 
determine  whether  American  Airlines  reported  accurately  the 
number  of  revenue  landings  and  the  aircrafts’  maximum  landing 
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weights.  Finally,  we  determined  whether  American  Airlines 
any  payments  to  the  Airport  for  the  three-year  audit  period. 


AUDIT  RESULTS 


REPORTING  ERRORS  CAUSED 
AMERICAN  AIRLINES  TO  PAY 
INCORRECT  LANDING  FEES 

For  calendar  years  2001  through  2003,  American  Airlines, 

Inc.,  made  errors  in  calculating  and  in  paying  its  landing  fees 
to  the  Airport  Department  of  the  City  and  County  of  San 
Francisco.  From  January  1,  2001,  through  December  31,  2003, 
American  Airlines  reported  40,816  revenue  aircraft  landings  and  it 
paid  $28,087,487  in  landing  fees  to  the  Airport.  These  fees  include 
a net  total  of  $24,521  that  American  Airlines  overpaid  the  Airport 
during  those  three  years.  Included  in  this  overpayment  is  $18,418 
of  landing  fees  underpaid  by  American  Airlines  because  it  began  in 
November  2003  to  understate  some  aircraft’s  maximum  landing 
weights,  which  provide  the  bases  for  assessing  landing  fees. 
American  Airlines  also  underpaid  landing  fees  when  it 
underreported  its  revenue  landings  for  one  month.  These 
underpayments  were  offset  when  American  Airlines  incorrectly 
reported  49  non-revenue  landings  as  revenue  landings  and  when 
the  Airport  overcharged  American  Airlines  for  two  months  in 
2002. 

The  table  below  shows  American  Airlines’  reported  and  actual 
revenue  landings,  the  landing  fees  that  American  Airlines  paid  to 
the  Airport,  and  the  airline’s  overpaid  or  underpaid  landing  fees. 


TABLE 


Revenue  Aircraft  Landings  and  Fees  Paid 
January  1,  2001,  Through  December  31,  2003 


Reported 
Number  of 
Revenue 
Landings 

Audited 
Number  of 
Revenue 
Landings 

Difference 

Landing 
Fees  Paid 

Audited 

Landing 

Fees 

Overpaid 
(Underpaid) 
Landing  Fees 

January  1,  through 
December  31,  2001 

14,414 

14,420 

(6) 

$8,069,416 

$8,076,571 

($7,155) 

January  1,  through 
December  31,  2002 

14,526 

14,517 

9 

11,082,417 

11,067,033 

15,384 

January  1,  through 
December  31,  2003 

1 1 ,876 

11,836 

40 

8,935,654 

8,919,362 

16,292 

Total 

40,816 

40,773 

43 

$28,087,487 

$28,062,966 

$24,521 
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American  Airlines  Reported  Incorrect 
Landing  Weights  for  Some  Aircraft 

Beginning  in  November  2003,  American  Airlines  underpaid  the 
Airport  by  $18,418  in  landing  fees  because  American  Airlines  had 
reported  a lower  alternate  maximum  landing  weight  for  several 
aircraft  types.  American  Airlines  had  obtained  the  Federal 
Aviation  Administration’s  authorization  to  use  alternate  figures  as 
maximum  landing  weights  for  several  aircraft.  However,  these 
figures  do  not  meet  the  reporting  requirements  specified  in 
American  Airlines’  agreement  with  the  City  and  County  of  San 
Francisco. 

For  four  types  of  aircraft,  American  Airlines  reported  721  landings 
in  November  and  December  2003  as  having  maximum  landing 
weights  of  123,500  pounds.1  If  it  had  reported  correctly,  American 
Airlines  would  have  listed  the  maximum  landing  weight  for  each 
aircraft  as  130,000  pounds. 

Although  American  Airlines  received  authorization  for  the 
alternate  weights,  it  failed  to  meet  the  reporting  requirements  listed 
in  its  lease  and  use  agreement  with  the  City.  The  agreement 
(Section  403 .B)  specifies  that  monthly  landing  fees  are  to  be 
calculated  on  the  basis  of  the  maximum  landing  weight  for  each 
revenue  landing  at  SFO.  Further,  the  agreement  (Section  101.0.) 
defines  maximum  landing  weight  as  the  maximum  weight 
[emphasis  added]  that  the  Federal  Aviation  Administration 
authorizes  for  each  aircraft  operated  by  American  Airlines  that 
lands  at  SFO.  Each  of  these  weights  appears  in  American  Airlines’ 
flight  manual  for  that  aircraft. 

The  Airport  confirms  that  American  Airlines  should  report  the 
highest,  or  maximum,  weights  when  it  reports  its  maximum 
landing  weights  for  revenue  landings.  In  other  words,  American 
Airlines  should  report  maximum  landing  weights  that  fulfill  its 
lease  and  use  agreement  with  the  City  and  County  of  San 
Francisco. 


Clerical  Errors  by  American  Airlines 
Led  to  Minor  Underpayments  in  2001 

American  Airlines  also  underpaid  the  Airport  in  July  2001 . 
Because  of  a small  clerical  error,  American  Airlines  reported  130 
landings  of  its  7673  aircraft  type  rather  than  the  136  landings 


1 The  aircraft  types  were  the  MD83L,  M83GL,  SP80L,  and  SP8VL. 
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recorded  in  its  Flight  Activity  Statement  for  that  month.  As  a 
result,  American  Airlines  underpaid  the  Airport  $7,155  in  landing 
fees. 


American  Airlines  Overpaid  the  Airport 
When  It  Incorrectly  Classified  Some 
Arrivals  as  Revenue  Landings 

American  Airlines  made  other  errors  that  led  it  to  overpay  the 
Airport  for  some  other  landings.  From  September  2002  through 
June  2003,  American  Airlines  incorrectly  reported  49  aircraft 
arrivals  as  revenue  landings.  The  arrivals,  however,  were  for 
aircraft  that  carried  no  paying  passengers  and  that  should  have 
been  reported  as  non-revenue  landings.  Because  it  had 
misclassified  these  arrivals,  American  Airlines  overpaid  the 
Airport  by  $43,838  in  landing  fees. 

According  to  American  Airlines’  staff,  the  reporting  error  occurred 
because  a new  employee  was  responsible  for  preparing  the 
monthly  report,  and  she  did  not  know  that  non-revenue  landings 
were  not  to  be  reported  as  revenue  landings.  Later,  an  American 
Airlines’  analyst  discovered  the  errors.  On  July  22,  2003, 

American  Airlines  requested  a credit  of  $58,100  from  the  Airport 
because  of  these  reporting  errors. 

However,  the  amount  requested  by  American  Airlines  is  incorrect. 
Our  review  found  that  although  American  Airlines  incorrectly 
reported  non-revenue  landings  as  revenue  landings,  it  overpaid  its 
landing  fees  by  only  $43,838  instead  of  $58,100.  Although  we 
could  not  account  for  all  of  the  reasons  for  the  $14,262  difference 
between  American  Airlines’  requested  amount  and  our  calculation 
of  the  overpayment,  we  attribute  most  of  the  difference  to  two 
factors:  First,  in  calculating  the  amount  of  landing  fees  overpaid, 
American  Airlines’  analyst  incorrectly  included  amounts  paid  for 
chartered  or  flightseeing  landings.  However,  according  to 
American  Airlines  agreement  with  the  commission,  chartered  or 
flightseeing  landings  are  revenue  landings,  and  American  Airlines 
had  properly  reported  them  as  revenue  landings.  Second,  the 
American  Airlines’  analyst  included  in  the  overpayment 
calculation  some  errors  made  by  the  Airport  when  it  billed 
American  Airlines  for  its  landings. 
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The  Airport  Incorrectly  Billed 
American  Airlines  for  Some  Landings 

Not  only  did  American  Airlines  make  some  mistakes  in  paying  its 
landing  fees,  but  the  Airport  made  a few  errors  and  overcharged 
American  Airlines  by  $6,256  in  landing  fees.  For  July  and 
September  2002,  the  Airport’s  accounting  department  apparently 
misread  the  Monthly  Air  Traffic  Activity  Report  that  American 
Airlines  submits  to  the  department  each  month.  Each  activity 
report  lists  by  aircraft  type  the  number  of  aircraft  landings.  For  the 
months  in  question,  the  Airport  billed  American  Airlines  for  12 
more  landings  than  had  actually  occurred.2 


RECOMMENDATIONS 

The  Airport  Department  should  take  the  following  actions: 

• Credit  American  Airlines  $24,521  for  overpayment  of  its 
landing  fees  for  2001  through  2003. 

• Direct  American  Airlines  to  report  to  the  Airport  the  highest 
weights  when  it  reports  its  maximum  landing  weight  for 
revenue  landings. 

• Bill  American  Airlines  for  the  underpaid  landing  fees  since 
January  2004  because  of  its  practice  of  reporting  a lower, 
alternate  maximum  landing  weight. 

• Require  American  Airlines  to  improve  its  review  of  the 
Monthly  Air  Traffic  Activity  Report  so  that  it  submits  accurate 
reports  each  month. 


We  conducted  this  review  according  to  the  standards  established 
by  the  Institute  of  Internal  Auditors.  We  limited  our  review  to 
those  areas  specified  in  the  audit  scope  section  of  this  report. 


Staff:  Ben  Carlick,  Audit  Manager 
Edvida  Moore 


2 American  Airlines  reported  in  its  July  2002  activity  report  that  it  had  landed  1 5 
MD8W  aircraft  and  85  SP8V  aircraft.  However,  the  Airport  billed  American 
Airlines  for  16  landings  and  86  landings,  respectively.  Similarly,  American 
Airlines  reported  in  its  September  2002  activity  report  that  it  had  landed  52 
SP8V  aircraft.  However,  the  Airport  billed  American  Airlines  for  62  landings. 
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AMERICAN  AIRLINES 
RESPONSE  TO  THE  AUDIT: 


AmericanAirlines* 

January  10,  2005 


Mr.  Noriaki  Hirasuna 

Audits  Division,  Office  of  the  Controller 

City  and  County  of  San  Francisco 

City  Hall,  Dr.  Carlton  B.  Goodlett  Place,  Room  388 

San  Francisco,  California  94102-4694 


Re:  Concession  Audit  of  American  Airlines,  Audit  Number  03041 
Dear  Mr.  Hirasuna: 


l am  in  receipt  of  a report  from  the  Office  of  the  Controller  dated  December  15,  2004, 
titled  “Airport  Commission:  Concession  Audit  of  American  Airlines,  Inc."  While 
American  Airlines  (“American")  does  not  take  issue  with  the  majority  of  the  findings 
identified  in  this  report,  it  strongly  disagrees  with  those  denoted  on  Page  3,  under  the 
heading  "American  Airlines  Reported  Incorrect  Landing  Weights  for  Some  Aircraft." 

This  section  of  the  audit  report  correctly  states  that  the  Airline-Airport  Use  and  Lease 
Agreement  (‘‘Agreement7’)  defines  Maximum  Landing  Weight  (“MLW”)  as  "the  weight  in 
thousand  pound  units  at  which  each  aircraft  operated  by  Airline  is  authorized  by  the 
Federal  Aviation  Administration  (or  successor  agency),  to  land  at  the  Airport,  as  recited 
in  the  Airline’s  flight  manual  governing  that  aircraft."  The  author  also  correctly  notes  that 
the  FAA  has  authorized  American  Airlines  to  land  certain  aircraft  types  (on  certain 
routes  and  under  certain  conditions)  at  the  Airport  (and  all  other  domestic  airports)  using 
alternate  MLWs. 


However,  the  audit  report  fails  to  recognize  that  the  term  “Maximum  Landing  Weight"  is 
a standard  industry  term  with  a specific  meaning,  which  is  not  unique  to  the  Agreement, 
and  that  American’s  flight  manual  for  the  aircraft  in  question  clearly  denotes  two  such 
FAA-authorized  MLWs;  As  stated  above,  the  Agreement  sinriply  requires  that  American 
pay  landing  fees  based  on  the  MLW  authorized  by  the  FAA  as  denoted  in  the  Airline’s 
flight  manuals.  The  audit  report  implies  that  the  Agreement  calls  for  payment  based  on 
the  “maximum"  Maximum  Landing  Weight.  This  is  an  arbitrary  interpretation  of  the 
Agreement,  which;  father  than  attempting  to  ensure  that  the  spirit  of  the  agreement  is 
maintained,  simply  provides  a convenient  means  to  ensure  that  San  Francisco 
International  Airport  collects  the  maximum  revenue  possible  from  American.  As  a 
result,  American  clearly  believes  that  this  is  a misinterpretation  of  the  Agreement.  'While 
the  City  may  not  have  foreseen  the  FAA’s  ability  or  willingness  to  authorize  American  to 


American  has  operated  at  San  Francisco  Internationa!  Airport  for  many  decades  and,  as 
such,  has  enjoyed  a unique  partnership  with  the  Airport  and  the  City  and  County  of  San 
Francisco.  Given  this  fact,  plus  American’s  continued  dedication  to  ethical  and  good 
faith  business  practices,  I feel  strongly  that  the  Airport  and  the  City  should  reconsider 
the  interpretation  of  the  Agreement  as  denoted  in  the  audit  report. 

Please  contact  me  if  I may  provide  any  additional  information  that  would  support  the 
arguments  made  above,  or  if  I may  be  of  assistance  in  further  interpreting  the 
Agreement  from  a balanced  standpoint. 

: ^ ■" 

Regards, 


cc;  John  Martin,  Director,  San  Francisco  Internationa!  Airport 
Ed  Ham'ngton,  Controller,  City  & County  of  San  Francisco 
Laura  Einspanier,  Vice  President,  Corporate  Rea!  Estate 
Bill  Morton,  Regional  Managing  Director 
Jayson  Haynes,  Principal,  Corporate  Real  Estate 
Ben  Carlick,  Audit  Manager,  City  & County  of  San  Francisco 


AIRPORT  DEPARTMENT 
RESPONSE  TO  THE  AUDIT: 


San  Francisco  International  Airport 


January  27, 2005 


m'msi  oitscios 


Mr.  Noriaki  Hirasuna  Tei65o.82t.5oao 

Financial  Audits  Division,  Office  of  the  Controller  Fax  6so.82t.5005 

City  and  County  of  San-Erancisco  www.nysfo.com 

City'  Salt-  Dr.  Carlton  B.  Goodlett  Place,  Room  388 
San  Francisco,  GA  94102-4694 

Subject  AmericanAirlincs  Lease  82-01 1 1 
Dear  Mfr-HfrastnTff:  {\J <j  r~  l ■ 

The  Airport  is  in  Tceelptof the  December  15, 2004,  draft  auditreport  on  American  Airlines., 
Inc.  (“American”)  prepared  by  the  Financial  Audits  Division  of  the  City  and  County  of  San 
Francisco  (the  “City”).  We  are  also  in  receipt  of  a letter  from  American,  to  the  City,  dated 
January  10,  2005,  wherein  American  concurs  with  a majority  of  the  findings  in  the  audit  with 
the  exception  of  the  City’s  findings  related  to  maximum  landing  weights  for  some  of 
American’saircraft. 

I would  like  to  assert  the  Airport’s  concurrence  with  the  audit  from  a general  perspective,  and 
specifically  with  the  auditor’s  interpretation  of  “maximum  landing  weight”.  The  definition  of 
maximum  landing  weight,  in  the  context  of  the  Lease  and  Use  Agreements  executed  by 
American-ahd  other  signatory  airlines  in  1981,  was  crafted  nearly  twenty-five  years  ago.  At 
that  time,  it  was  FAA  practice  to  certify  only  one  “maximum  landing  weight”  per  aircraft  type 
and  this  practice  became  the  basis  for  the  definition  of  “maximum  landing  weight,”  as  reflected 
in  the  Lease  and  Use  Agreement.  As  such,  it  has  been  applied  consistently  to  all  Lease  and 
Use  carriers  at  San  Francisco  International  Airport  since  the  execution  of  the  Lease  and  Use 
Agreements  in  1 981. 

While  the  Airport  appreciates  American’s  desire  to  use  “alternate”  maximum  landing  weights 
based  on  certain  weather  conditions,  as  recently  approved  by  the  FAA,  the  Airport  be!  ieves  a 
revision  to  the'  definifron'oLm^aximumlandifigweiglit  tsnot  appropriate  at  this  time.  The 
concept  of  “alternate”  weights  was  not  contemplated  by  the  parties  in  1981,  nor  has  it  been  the 
ciiStom  and  practice  in  the  administration  of  the  Lease  and  Use  Agreements  over  the  past 
twenty  years.  It  is,  therefore,  the  Airport’s  position  that  the  definition  of  “maximum  landing 
weight”  is  not  open  to  re-interpretation  at  this  time. 

The  Airport  appreciates  the  efforts  of  the  Financial  Audits  Division  in  completing  this  audit 
Veiyji 


cm  Laura  Einspanier,  American  Airlines 
Jayson  Haynes,  American 
Arthur  Considine,  American 
Gary  Franzella,  Airport 
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cc:  Mayor 

Board  of  Supervisors 
Civil  Grand  Jury 
Public  Library 
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